CDS rates rose from 5 to 48 basis points; and Japanese CDS rates rose from 12 to 45 basis points.
Third, despite projections of very high U.S. fiscal deficits for the foreseeable future, it is puzzling that U.S. CDS rates should be higher than Japanese CDS rates, given the relative fiscal situations in the two countries. The U.S. net debt-to-GDP ratio is only about 0.462, while the corresponding Japanese ratio is 0.878. The Japanese fiscal situation seems even less favorable than that of the United States when comparing gross debt or considering demographic effects on long-term deficits.
Regardless of its fiscal situation, a country that borrows in its own currency never has to default because it can always create its own money to cover the bond payments. Issuing new money to retire debt-while still very unlikely for the United States-normally creates inflation that devalues existing debt. Inflating away debt is much more likely than a formal sovereign default in which a country simply refuses to make payments. Although markets still perceive very small probabilities that Germany, Japan, or the United States will default on their bond payments, those probabilities have risen substantially lately.
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